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The Current Situation In Iowa 
Weather Shocks, Iowa Agriculture, 
and Agricultural Policy 
(Darnell B. Smith, 5151294-1184) 
(SLeven L. Elmore, 5151294-6175) 
Volatility in Iowa agriculture, especially in yields and 
prices of corn and soybeans, has been increasing over 
time and indications are that increases in volarility are 
likely to continue in the future . Two primaTy reasons 
u nderlie probable increases in this volatility: (1) 
Increasing yields through plant development implies 
that regional weather shocks have an increasing effect 
on production supply, and (2) Levels of buller stocks 
are so low that there are limited price stabilization 
effects due to changes in stockholdings. Figure l 
shows historical yields for Iowa corn and illustrates 
that yield deviations have been steadily increasing over 
time. Stocks-to-use ratios presented in Table 1 show 
declines in projected values. 
FAPRI Baseline Projections and Weather Shocks 
This volatility has important implications for FAPRI 
projections of market prices and expected deficiency 
payments- the FA PRJ baseline assumes "normal" 
weather (see article on weather volatility and farm bill 
options). Increasing volatility also has important 
implications for the emcacy o[ alternative agricultural 
policies as discussed in the article on "lncome Support 
or Subsidized Risk Management" by Bruce Babcock. 
Spring 1995 exhibited a weather pattern that, once 
again, was not favorable to row crop production in the 
Midwest. The cool, wet weather during the planting 
season eitl1er delayed planting, causecl a change in 
planting intentions or, in the worst cases, made 
planting impossible. With low levels of carryover 
stocks, this weather shock has led to rapid market 
price increases with the result that FAPRl projections 
for market prices are underestimated and feed-grain 
deficiency payments for the 1995/96 crop years are 
overstated. Even though projected 1995 corn defi-
ciency payments are at $0.10 per bushel as of August, 
they could be close to zero for the current crop year if 
prices stay high. 
The futures market prices have risen i.n anticipation of 
a lower supply of corn and soybeans with demand 
remaining nearly constanl. The price of the new crop 
futures (December for corn and November for soy-
beans) has risen to renect the decrease in supply for 
these commodities. Thejanuary 5, 1995, commodity 
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market closed at $5.89 per bushel for soybeans and 
$2.51 per bushel for corn. Onjuly 6, the futures 
market closed at $6.22 for soybeallS and $2.85 for 
corn. For corn, that meant an .increase of 34 cents or 
13.5 percent, and an increase of 33 cenLs or 5.6 percent 
fo r soybeans. 
Table 1. FAPRI Projections aud USDA Estimates 
Oune and August) for U.S. Corn and Soybeans , 
1995. 
FAPRI" j une August 
CORN (Million Bushels) 
Production 10,103 7,900 ' 8,122 
Use 9 ,258 8,700 8 ,800 
Ending Stocks 1,700 748 787 
(Percent) 
Stocks-ro-Use 16.3 8.60 8.94 
(Dollars Per Bushel) 
Markel Price 2.3 I 2.65 2.65 
Deficienq· Paymem 0.44 0.10 0. 1.0 
SOYBEANS (Million Bushels) 
Production ' - -8 - ,)) 2,21 () 2,246 
Use 2,263 2,150 2,306 
Ending Swcks 509 355 325 
(Percent) 
Stocks-to-Use 22.94 16.51 14.09 
(Dollars Per Br.rsllel) 
MarkeL Price 548 5.75 6.00 
* Mid-january 1995 projection with normal weather. 
The reason for the price increase was the unforeseen 
bad weather du•·ing the planting season. In january, 
the FAPRI baseline projected that 10,103 million 
bushels of corn would be produced, 9,258 million 
bushels would be used, and 1,700 mill ion bushels 
would be ln ending stocks. Soybean production was 
projected at 2,558 million bushels, use at 2,263 million 
bushels, and ending swcks at 509 million bushels 
(Table 1). These projections were based on the best 
available informaLion at that time with the assumption 
that weather conditions would be normal. Wi th 
abnonnal weather in the planting season, the early 
projections now overstate what we see occuning for 
l995 crop production. 
The USDA releases monthly estimates of supply. 
demand, and utilization of agricultural wmmodil.ies. 
August's estimates may be a good indication of the rise 
in. prices. The estimates show the effect of the late 
spring weather pauern. A decrease in corn production 
to 8,122 million bushels and a decline to 2,246 
m.illion bushels for soybeans were predicted by the 
USDA. This signals likely reductions of 2.246 million. 
bushels and 312 billion bushels, respectively. 
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Even with the drop in production and increases in 
price, projected use shows only moderate changes. 
Projected use of corn declines by 625 million bushels 
while soybean use is expected to increase by 43 million 
bushels. These moderate changes in use coupled with 
a larger decrease in production have caused the 
proj ections of ending s tock holdings of com to decline 
by roughly 50 percenL to 787 million bushels. Soybean 
ending s tock projections decline to 3 ) 5 million 
bushels from the 509 million bushel figure proj ected in 
.January. These developments are summarized in the 
low stocks-to-use ratios that are shown in Table l. 
Low stocks-to-use ratios may or may not be a short-
run, one-year s iLUation . Lf next year brings a bumper 
crop, stockholdings should increase and market prices 
should decline. If, however, weagain find commodity 
utilization outpacing production with even further 
declines in stockholdings, then prices would go even 
higher. Uncertainty in crop prices not only affects c rop 
producers but impacts Iowa's livestock industry as 
well. Increases in feed cost this year will s ignificantly 
a[fect the profitability of Iowa's livestock production. 
Only tim e will tell the full s tory, but it is clear that for 
Iowa agriculture. these are volatile times. 
Figure 1. Iowa Corn Yield. 
(Actual for 1955·94. August USDA estimates for 1995.) 
160r-----------------------------~ 
140 
~ 
0 
120 
~ 100 
Gi 80 
.s:: 60 
"' ;:) 40 m 
20 
0 
1955 1965 1 ~75 1985 1995 
Year 
Increasing Volatility And Agricultural Policy 
A direct conclusion from lncreasing volatility in Iowa 
agriculture is that the management of risl< becomes 
much more importanL for individual producers. lt also 
implies a rethinking of agricultural policy objectives 
and of the tools used to implemenl Lhat policy. Bruce 
Babcock, in this issue, points om chfferences in 
agricultural policy objectives of income enhancement 
as compared to emphasis on risk management. 
Babcock also discusses how various tools of U.S. 
agticultural policy have been employed to achieve 
those objectives (e.g. nonrecourse loan rate programs 
and fedeul crop insurance act to minimize price and 
yie ld risk respectively and independently, whlle 
deficiency payments primarily aim for income sup-
• 
port) . Ideal for lowas farmers would be a situation 
where aU o~jectives could be achieved. Unfortunately, 
the current federal deficit pressures imply that federal 
dollars will be tight and that di((;cult choices among 
policy alternatives or emphasis will have to be made. 
The value of benefits that a farmer derives from 
alternative programs depends upon the individual 
producer's personal circumstances and aversion to risk 
However, even holding personal circumstances 
constant, this year's weather illustrates the inc reasing 
variability and risk in lowa agricuiLUre. Wi th indica-
tions of increasing volatility in Iowa agriculture and 
consequent increases in future cash flow risk, are-
evaluation of policy emphasis and the tools o( policy 
takes on even greater importance for the L995 Farm 
Bill debate. 
Iowa Fann Income Indicators 
1995 1994 1993 
(Milli on Dollars) 
Crop Cash Receipts 
jan -April Total 1,285 830 1,137 
Lives tock Cash Receipts 
jan - Apri.l Total 1,182 1,170 1,23 1 
Average Farm Prices 
Received By Iowa Fanners 
June May June 
1995 1995 1994 
($/Bushel) 
Com 2.44 2.33 2.53 
Soybeans 5.57 5.49 6.66 
Oats 1.59 1.51 l.46 
($/Ton) 
Alfalfa 91.00 87.00 91.00 
All Hay 87.00 83.00 88.00 
($/Cwl. ) 
Steers &: Heifers 63 .70 63.50 64.60 
Feeder Calves 74.30 73.00 89.00 
Cows 38.80 37.70 44.00 
Beef Cattle 60.00 60.10 62.70 
Barrows&: Gilts 43.70 38.10 43.80 
Sows 30.00 29.60 34.00 
Sheep 28.90 28.40 32.40 
Lambs 87.20 80.40 66.40 
($fLb) 
Turkeys 0.39 0.39 0.40 
($/Dozen) 
Eggs 0.33 0.30 0.45 
($/Cwt.) 
All Milk 11.90 12.30 12.10 
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